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REGIONAL PROSPERITY BY 
GOVERNMENT FIAT 


AN amazing document has recently been issued by a spec- 
ial Senate Committee that was created to investigate 
industrial centralization. The personnel of the Committee 
includes Senators from Alabama, Idaho, Iowa, Nevada, 
North Dakota, Utah and Wyoming. Since industrial cen- 
tralization, particularly of heavy industries, is conspicuously 
absent from all of the states represented on the Committee, 
the investigation should have all the marks of an inquiry 
not subject to special influences emanating from the topic 
under examination. 


The report consists of a brief written statement, supple- 
mented by two large exhibits. One of these is a map 
colored to emphasize certain broad regional differences of 
population, industry, income, agriculture, etc., the other 
is a chart setting forth certain data as to the regional dis- 
tribution of war plants and war contracts. 


The text of the report presents an indictment, or more 
properly a complaint, of the geographical distribution of 
industry and population. The statement consists in part of 
accessible data assembled from official sources and in part 
of undocumented assertions. Certain recommendations are 
also offered. Both the data and the recommendations are 
set out with a naivete that would be more engaging if it 
revealed even some regard for either economics or history. 


In essence, the Committee finds that there is no national 
economy, but a series of regional economies which are 
unbalanced within themselves and in relation to each other. 


The regional distribution of certain national totals, as 
set out in the exhibits, is given in the following table. 


No effort has been made by this writer to check the 
statistical data entering into the above table. The grouping 
of states is somewhat arbitrary, and the percentage distri- 
butions would naturally be changed if a different grouping 
had been used. 


PERCENTAGE DIsTRIBUTAAWROR, ttowar TOTALS BY R«GIONS 
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Population (1940) .. - 43 20 21 16 
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Manufacturing .......... . © 10 11 14 
Total Income (1940) 56 11 19 14 
Farm Population .... 17 39 24 20 
Farm Income (1939) 23 20 32 25 


Region 1 includes: Illinois, Michigan, Ohio, Pennsylvania, New York, 
mee ae Hagan Rhode Island, Connecticut, New Jersey, Delaware, 

aryland. 

Reales 3 includes: Virginia, West Visginis. Kentucky, Tennessee, North 
Carolina, South Carolina, Georgia, Alabama, Arkansas. 

Region 3 includes: North Dakota, South Dakota, Nebraska, Kansas, Okla- 
homa, Texas, Montana, bid nag | Colorado, New Mexico, Idaho, Utah, 
Arizona, Nevada, Washington, Oregon, California. " 

Region 4 includes: Minnesota, Wisconsin, Louisiana, Missouri, Iowa, 
Indiana, Florida, Vermont, New Hampshire, Maine. 

The two questions which should be asked about an ex- 
hibit such as the above are: 
(1) What does it signify? 
(2) What, if anything, can or should be done about 


it through government action? 

The Committee's treatment of the first question is more 
in the nature of a complaint than an answer. It has an 
answer to the second question to which attention will be 
given later. 

The distribution of population. The test of over-or under- 
population which the Committee applies appears to be the 
relation of population to area. Thus, Region 1 is said to 
be over-populated because, with 9 per cent of the area 
it has 43 per cent of the population, while Region 3 is 



































48 THE TAX REVIEW 





November, 1944 





RN REGRET WT TR RE RS RT A th RL SE TT ST a I NCE DES aT BOE 21 AE AE A INS MS 


under-populated because it has 61 per cent of the area 
with only 21 per cent of the population. 


This test is too crude to have serious consideration. The 
only test of over-population worth making is whether there 
are more people living in a given area than can find there 
the means of decent existence. By this test there are some 
particular square miles in various parts of the country 
where over-population in the correct sense exists. But there 
are expanses in every one of the states listed in Region 1 
where population is very sparse. In New Jersey, or even 
in Westchester County can be found places where people 
are about as scarce as in parts of the great West. The 
reason is the same — more cannot make a living there. 
If there is only one person per square mile, and if more 
than that area is required to make that person a living, 
there is over-population in relation to the means of sub- 
sistence. " 

It is easy to understand why there are not more people 
living in the great West. They can’t make a living there, 
and unless the Committee is prepared, as Dr. W. I. King 
has said, to legislate a redistribution of rainfall, nothing 
much can be done toward inducing migration “to that area 
on a scale sufficient to bring the population into line with 
relative area. Beyond doubt there is room and economic 
opportunity in every state for some additional residents. 
An extensive migration has occurred during the war, as 
workers have been pulled away from their homes into war 
plants in other sections. The report states that 3,000,000 
persons have moved into the Western war boom areas 
because they preferred non-agricultural employment. The 
number may be correct but it is doubtful if all of them left 
the farm for the factory. There has been a substantial 
migration of industrial workers. 


The war prosperity is transient and unreal. A proper 
concern may be expressed over the question whether a 
sufficient volume of worthwhile peace employment can be 
found in the war boom areas to provide jobs for all war 
workers in the places to which war industries carried them. 
The Committee evidently believes this can be done, and 
its proposals to that end are considered later. 

The following passage is a good example of the kind 
of logic or the lack of logic used: 

If the population of Nevada were increased by 
100,000, we would have an increase for the state 
of no less than 71%. Such an increase would result 
in a boom that would be felt by the whole nation. 
New communities would spring up. We would have 
new opportunities for hundreds of servicing and 
merchandising establishments. New transportation 
facilities would have to be provided on a large 
scale. The impact of this increase in population 
would be felt in California and in Arizona, as well 
as by the Eastern industries. However, increase the 





population of New York state by 100,000 and the 
result will hardly cause a ripple on the surface of 
the state’s economy. 

If this statement had been issued by the Reno Chamber 
of Commerce or the Reno Real Estate Board it would be 
understandable and pardonable. Adding 71 per cent to 
Nevada’s population would produce a local boom in real 
estate and construction. However, unless there are natural 
and normal economic reasons for the establishment of prof- 
itable industries or occupations in a given locality, it is a 
waste of taxpayers’ money to induce resettlement through 
housing and related developments. As soon as the building 
boom were over, the next step would be a subsidy of the 
enterprises which would be necessary to provide jobs in the 
new location. 

There have already been demonstrations of the 
futility of creating permanent prosperity through artificial 
resettlement. The Jersey Homestead experiment caused a 
local boom and made work for a time in building homes, 
laying out streets and installing local facilities. When the 
shouting was over and they began to ask where the jobs 
were to support the new residents, it was found that no in- 
dustry could be operated there at a profit, despite the efforts 
that were made to do so. A sheriff’s auction wrote finis to 
this noble experiment in planning and the taxpayers re- 
covered less than 5 cents on the dollar from it. The Com- 
mittee would do well to look into the history of Arthursdale 
and Jersey Homesteads. 

The distribution of minerals. Evidently nothing can be 
done about the geographical distribution of mineral re- 
sources by legislation. The relative rate of exploitation of 
these resources can be influenced by subsidies, but in the 
long run comparative costs will prevail. Immense supplies 
of oil, for example, are known to exist in the oil-bearing 
shales of the Eastern Rocky Mountain plateau, but their 
development must await new techniques that will reduce 
the cost or the exhaustion of liquid supplies which will 
compel resort to higher cost shale oils. 


The Committee asserts, however, that the West is not to 
be permitted to develop its mineral and timber resources. 
It charges that certain interests are advocating a foreign 
trade policy that would involve huge imports of timber, 
pulp, oil, copper, manganese, zinc, chrome, etc., as a means 
of enabling the rest of the world to pay for our imports 
of manufactured goods. The implication is that this policy 
has been developed as a conspiracy against the West. The 
chief conspirators are the “Eastern monopolies’ which, 
presumably, are engaged in manufacturing. 

Here is a new version of the isolationist argument. The 
East, it is alleged, wants to keep the West and South poor 
and undeveloped, because there is greater profit in foreign 
than in domestic trade. The report charges that even the 
transportation system has been subverted to the purpose of 
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preventing industrial development elsewhere than in the 
East. 

Postwar planning does involve a greater volume of inter- 
national trade, both as exports and imports. It is nonsense 
to say that there is any kind of conspiracy against a section 
or an industry in these plans. If so, the Bretton Woods 
agreement is the perfect expression of it. The raw materials 
for manufacturing will be bought where they can be had 
at least cost. The groundwork is being laid in such docu- 
ments as the one under review for a new protectionist 
movement, to bar the raw materials produced at low cost 
in some other country. If this version of the protectionist 
movement should succeed there will have been a conspiracy 
but its victims will be the people as workers and as 
consumers. 

The distribution of manufacturing. The leading theme 
of the Committee’s complaint is the relative lack of manu- 
facturing in the West and South. Their belief is that a 
better balance of economic activities could be achieved in 
these regions if more industry could be developed there. 


While there is no a priori way of deciding upon the 
best locations for any industry, it may be granted that 
some additional industrial growth in the West and South 
would be helpful if it could occur on a profitable basis. 
It should also be noted that this has been happening. The 
wholesale migration of industries from New England into 
the South and Middle West is a well-known phenomenon 
of economic history during the last 40 years. More recently, 
the decentralization of the automobile industry has scattered 
assembly plants far and wide. 

The final test of industrial location is the relative cost 
of production in one place or another, with all cost factors 
such as materials, wages, taxes, transportation of raw and 
finished goods, taken into account. In so far as either the 
West or the South presents genuine industrial advantage, 
industries will go there. The Committee over-paints the 
industrialist, first making him out to be cold, ruthless and 
calculating, and then making him out to be blind to his 
own advantage in not moving his plant to the West or 
South. The inference is that he stays in the East for some 
sentimental reason. 

The distribution of total income. By the kind of reason- 
ing which was apparently used in this report, the only 
region which has a valid grievance with respect to the 
distribution of total income is the group of southern states 
in Region 2. In Region 4, which is regarded as having a 
balanced development, 16 per cent of tie population get 
14 per cent of total income. But in the West (Region 3) 
21 per cent of the population get 19 per cent of total 
income, despite the fact that this region does only 11 
per cent of all manufacturing. This form of enterprise is 
apparently not always essential to prosperity. As long as 
the people get income enough to live well, it matters little 





how they get it. By this test the Committee has no case at 
all for the under-development of the West. There is no 
assurance whatever that more manufacturing there would 
add relatively as much to total income as would be added 
by more of the pursuits at which they have thus far been 
so successful. 

One explanation of the favorable income position of 
the West and of the adverse income position of the South 
is the different situation of the farm population in the two 
sections. According to the table, the South (Region 2) 
has 39 per cent of the total farm population and only 20 
per cent of total farm income. The West (Region 3) has 
24 per cent of the farm population and 32 per cent of the 
farm income. 

’ These figures tell us that the kinds of farming pursued 
in the West pay better than the kinds of farming pursued 
in the South. In other words, citrus fruits, animal hus- 
bandry, and general farming pay better than cotton and 
tobacco. The South has made great strides toward diversi- 
fication of agriculture and better farming methods. The 
condition depicted in the above figures is not necessarily 
permanent. It can be improved further, as it has been 
greatly improved already, by the intelligent efforts of the 
southern people themselves. 

In summary answer to the first question, namely, what 
do these diversities signify, the answer is that they signify 
very little, except to show the diversity of resources and 
economic activities. The only sore point of consequence in 
the entire situation is the relatively adverse position of 
southern agriculture. The improvements here must be with- 
in the agriculture of the South. More manufacturing there 
would not touch this problem. 

As already noted, the Committee’s answer as to what can 
be done about it is to propose more manufacturing in the 
South and West. The slow expansion by migration of in- 
dustries from the North and East is too slow. Conse- 
quently, it is suggested in all seriousness that the govern- 
ment-owned war plants in the North and East be “frozen’”’ 
in public ownership, disposed of only on condition that 
the person acquiring them should agree to scrap an 
equivalent of old plant and machinery as he acquired the 
new facilities. On the other hand, the government plants 
in the West and South are to be disposed of on liberal 
terms to private owners. In this way it is hoped that the 
existing concentration of manufacturing can be corrected. 
Neither evidence nor argument is adduced to show that 
the new industries could be operated profitably. 

The Committee views with alarm a general liquidation 
of war plant facilities on the ground that it would pro- 
duce a further concentration of manufacturing in the 
North and East. The evil of this result is described as 
follows: 

The impulse of centralization is to destroy in 
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advance all opportunities for competitive capital 
and competitive enterprise. Centralization creates 
a glut in the banks; forces cheap money on the 
one hand and anxiety about investment on the 
other; spreads frustration and breeds statism. It 
is the greatest single destructive force of free en- 
terprise in the world. 

The policy of locating war plant facilities is criticised 
on the ground that the West and South got the “lemons” 
while the East got the plums. A lemon is defined by the 
Committee as a plant with high construction costs in re- 
lation to the value of the contracts awarded, and with 
low convertibility prospects. Chemical products, explo- 
sives and ammunition loading are cited as examples. If 
the scheme suggested were otherwise sound, the industrial 
future of the West and South would not be greatly im- 
proved by unloading industrial ‘lemons’ on private owners. 

The principal significance of this project is that it is a 
sample of the belief which exists that government can 
and should plan and mold the economy by strong-arm 
methods. The free enterprise and the high level employ- 
ment which have become so prominent in the aims for 
the postwar period will be possible only if there be less, 
not more, government control and interference. Any 
arbitrary allocation of industrial facilities by government 
is certain to involve subsidies and heavier taxes on some 
one, since there can be no assurance whatever that the 
arbitrary action would correspond with the course which 
would be taken under the spur of the profit motive. Were 
it possible to set up a plan exactly like that which economic 
advantage would produce without a plan, then there would 
be no need of the plan. Any other outcome of planning 
involves paying for the costs of mistakes. 

Plants held in government ownership are not likely to 
remain idle for long. A more probable outcome of the 
refusal to sell them would be government operation. Since 


the bulk of these plants is in the East, this would not be 
helpful in developing industries in other sections. 


The proper goal should be to get government out of 
business. A necessary step in this direction is to get rid 
of government-owned plants and facilities. Sale of such 
property will release funds which can be used to reduce 
the debt. It will also dispose of the danger that the people 
will be called upon to subsidize the government under- 
takings and of the threat thus presented to the earnings 
and taxable capacity of private industry. 

There is no recognition in the report of two ways in 
which federal interference has prevented correction of the 
maladjustments of which complaint is made. One is the 
farm policy, under which the federal government continues 
the subsidy of an unprofitable crop, after having held an 
umbrella over foreign competitors until all chance at a 
reasonable share of the world’s trade in that crop has dis- 
appeared. 


The other form of federal interference with local de- 
velopment is the heavy federal taxes on enterprise. Despite 
the Committee’s conviction that manufacturing would suc- 
ceed in the West and South if only it were begun, the fact 
is that such ventures do involve greater risks than are in- 
volved in proven territory. But the federal taxes on business 
and on individual incomes are the same everywhere. As 
long as these taxes stand at their present levels, risk taking 
will be limited everywhere. When the tax system is so 
revised as to permit everyone to keep a substantial part of 
the fruits of his labor or his investments, then the West 
and South will prosper along with the East, in the only 
natural and normal way by which general prosperity can 
be achieved. 
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